want to begin by thanking Secretary Solis for her service as secretary of labor during a time when American workers are recovering from the worst recession since the Great Depression. Secretary Solis's commitment to unemployment insurance, job training, green jobs, and enforcement of regulations has helped the economy to recover, and will provide for a stronger foundation for economic growth going forward.
My first experience in government was when I served as the chief economist for the Department of Labor (DOL) when Bob Reich was secretary of labor in 1994-95. I recall the close working relationship that Bob had with Laura Tyson, then Council of Economic Advisers (CEA) chair, and I am pleased that we have been able to continue that tradition. Moreover, my time working at the labor department made it much easier for me to be able to make a transition to serve as chief economist of the Department of the Treasury in the midst of the financial crisis in February 2009, as well as in my current job. As a professor before joining DOL, I had never heard about Exec Sec (then headed by Michael Kerr) or the other essential administrative processes that enable a major government department to function.
I want to use my time today to discuss the role that the Labor Department has played in developing and using research to inform public policy. My experience at DOL was part of a long line in this tradition.
Channeling Research into Policy
Since its creation, the labor department has played a critical role, often at the forefront of the government, in using research to inform policy making, and, equally important, in developing policy-related research. It has often been a leader in the government in investing in research-and, just as *Alan B. Krueger is Bendheim Professor of Economics and Public Affairs, Princeton University. He was chairman of the President's Council of Economic Advisers when these remarks were presented, and he served as Chief Economist of the Department of Labor in 1994-95. important, in developing the institutional and human infrastructure to conduct research-as well as in creating an institutional structure to incorporate research into public policy making. This history has served the government and the research community well.
As an economist, I think that DOL has helped to overcome two important market failures when it comes to the production of actionable, policy-related research. First, government agencies and the public benefit from policyrelated research on topics such as the benefits and costs of job training or the most effective strategies for enforcing workplace safety regulation, but researchers have little private incentive to conduct such research, especially in fields that highly prize theoretical work over applied policy research. Second, academic researchers do not always understand the research needs or priorities of policy offices. Over the years, DOL has overcome these market failures by setting up internal and external institutions and by building research capacity.
Developing Institutional Capacity
Three offices within DOL have been central in the department's efforts to develop policy-related research and in the department's ability to incorporate research findings in policymaking and program implementation: The Office of the Assistant Secretary for Policy Evaluation and Research (ASPER, now ASP), the Chief Economist's (CHECO) Office, and the Chief Evaluation Office (CEO). The Bureau of Labor Statistics (BLS), of course, has long played a critical role in providing unimpeachable data for policymaking across the government, but I will focus on the roles of ASPER, CHECO and CEO, which have received less attention. I believe Orley's work on the "Ashenfelter dip" was stimulated by questions that came up while he was at ASPER; and I know George Johnson's interests were also re-directed. Same for Al Gustman-he hadn't done anything on retirement before then, but it has been most of his career since then. Looking at the records of the 5 of us, I would say that only Frank Stafford's career was not greatly affected by our time in ASPER.
I also asked Dan about a story I heard from Orley Ashenfelter about his use of unemployment insurance data to predict the unemployment rate, and being very successful in that effort. Here is Dan's response:
In terms of your question about predicting the unemployment rate (CPS rate), the correct story is as follows: I had developed an equation relating the monthly insured unemployment rate (X) to the CPS rate (Y). Since the IUR came out a week ahead of the CPS rate, this allowed me to get a prediction of the CPS rate. We still use UI data to predict the unemployment rate, but instead of the IUR, initial UI claims have proved to be the best real-time, high-frequency predictor of the unemployment rate and job gains.
Developing Talent
Even before ASPER was started, the labor department was actively involved in recruiting and developing the human capital necessary to conduct research on labor markets and labor-management relations. Under Howard Rosen's leadership, the Manpower Development and Training Administration (MDTA), the forerunner of ETA, founded a highly successful dissertation grant program. From 1966 through the 1970s, the department gave out more than 300 dissertation fellowships. The average grant in 1972 was $10,000; in today's dollars that is $55,000. Students were required to work on policy-related topics and to present their findings in person at DOL. Half of the grants went to economics PhD students, about 20% went to sociology students, and the remaining 30% were spread over scholars in industrial and labor relations, business administration, education, psychology, and political science. Table 1 reports several of the recipients of these grants. Many of these scholars are influential in academia and policy. Bob Groves became the director of the Census Bureau and is now the provost at Georgetown. Richard Freeman and Jim Heckman need no description. Other notable recipients include Fran Blau, Mike Boskin, Barry Hirsch, Marjorie Honig, Larry Kahn, Harry Katz, Tom MaCurdy, Jim Medoff, Robert Moffitt, Paul Osterman, Harvey Rosen, Jim Smith, and Kip Viscusi. These scholars and many other recipients of the doctoral dissertation grant program have made major contributions to policy-related research and profoundly influenced their fields.
While I have not conducted a rigorous cost-benefit analysis of the dissertation program, I think it is a safe bet that taxpayers received a good return from this investment. When I served as the chief economist at the labor department, Mary Eccles and I tried to resuscitate this program and made a fair amount of progress. Despite getting commitments from agencies at DOL to use some of their budget to restart the dissertation program, we were unable to get it started because Secretary Reich feared that it would look like pork to Congressional appropriators and be at risk of being cut. But I do think that the dissertation grant program served as a model for the government, and one which will likely be followed by other fields, such as international development.
Institutional Capacity
The department also helped develop institutional research capacity outside of DOL. A good example is the founding of MDRC (Manpower Demonstration Research Corporation). MDRC is a nonprofit research organization that has conducted invaluable research on job training, job search assistance, and welfare reform, among other topics. MDRC was founded in 1974 by the Ford Foundation and a consortium of federal departments, led by MDRC conducted the first large-scale randomized evaluation of an employment and training program, the National Supported Work Demonstration, which played a central role in research in labor economics and was used, for example, by Robert LaLonde in his dissertation years later. To this day, DOL sponsors MDRC research on critical topics such as youth transitions to work and improving employment stability for low-wage workers.
In 1993, Bob Reich created a new office at DOL, the Chief Economist's Office. Reich's motivation was twofold: he wanted a top economist who would have cachet with the National Economic Council, another organization that he proposed, and he wanted to give academic economists an opportunity to work in the labor department, which he thought would enrich their research when they returned to academia.
This tradition continues today. Larry Katz was the first chief economist, and Secretary Reich could not have found anyone better to interact with the National Economic Council and to translate economic research that was relevant to the department. One of Larry's major achievements was during the Reemployment Act, when he was able to apply evaluation results to incorporate job search assistance in One Stop Job Centers, which were also part of the reemployment initiative under Secretary Reich. Perhaps most important, he was able to persuade the Congressional Budget Office that job search assistance would pay for itself, because even though there was an initial layout of money, those who went through the program would find employment more quickly and hence require less support from unemployment insurance benefits. I put the finishing touches on an outstanding report that Larry had started called "What's Working and What's Not in Employment and Training."
Let me lastly turn to the Chief Evaluation Officer's position. This is a new office that was created under Secretary Hilda Solis's leadership. Alex Mas and the Office of Management and Budget provided critical support to establish this office, and it has become a gold standard for other departments. The Chief Evaluation Officer's role is to support evaluation research within various departments and to help the department understand findings from these evaluations.
At the labor department, one of the evaluation projects underway looks at a very important part of the American Recovery and Reinvestment Act of 2009: a subsidy to help workers pay for health insurance under COBRA if they lost their jobs during the recession. This was a generous subsidy of about 65%.
The Office of Management and Budget has been building on this example and acting director Jeffrey Zients issued a memorandum advising departments to create a position like the Chief Evaluation Officer or another high-rank position that incorporates the same functions. Key elements of OMB's initiative to strengthen agency evaluation capacity are described in the part of Zients's 2012 memo reproduced below:
Memorandum to Heads of Executive Departments and Agencies Office of Management and Budget, May 18, 2012
Strengthening agency evaluation capacity.
Agencies should have a high-level official who is responsible for program evaluation and can: Develop and manage the agency's research agenda; Conduct or oversee rigorous and objective studies; Provide independent input to agency policymakers on resource allocation and to program leaders on program management; Attract and retain talented staff and researchers, including through flexible hiring authorities such as the Intergovernmental Personnel Act; and Refine program performance measures, in collaboration with program managers and the Performance Improvement Officer.
These goals can be accomplished by different kinds of leaders, ranging from a chief evaluation officer who reports to the Secretary or Deputy Secretary to the head of an independent institute in the agency. An existing official could play the role, or a forceful new position could replace several less empowered ones. OMB invites agencies to propose in their budget submissions ways to strengthen the agency's evaluation capacity, within tight resource constraints.
Support for Evidence-Based Initiatives
OMB invites your agency to participate in a number of forums to improve use of evidence: OMB and the Council of Economic Advisers will organize a series of topical discussions with senior policy officials and research experts in the agencies. The meeting agendas will focus on administrative and policy levers for driving an increasing share of Federal investments into evidence-based practices. We will plan summer meetings in order to help inform agencies' evaluation plans and budget submissions, and will also have follow-up meetings in the fall.
The Council of Economic Advisers has collaborated with OMB to work with the departments to emphasize the importance of evaluating government programs and to develop evaluation plans.
I don't want to leave you with the impression that evaluation is easy or that it fits in naturally in government, however. There are often conflicts of interest. Government agencies have a tendency to want to control the flow of information, especially if the information can be used to criticize their programs. In the George W. Bush years, a first-rate Mathematica Policy Research study of the Job Corps program that cost millions of dollars to conduct was suppressed for several years. But safeguards can be in put place to limit conflicts of interest and to maximize the value of government supported policy research.
Challenges for the Research Community
I benefit from policy-related research in my current role. In my job as chairman of CEA, I am more a consumer of research than a producer of research. As such, I would like to highlight a set of research questions that would, in my view, help the council to develop and implement effective policy and to more effectively advise the president.
Broadly speaking, two types of research influence public policy. One involves developing models of how markets and the macroeconomy work and estimating the key parameters underlying those models; the other evaluates specific policies, such as COBRA subsidies.
An example of the former is the labor supply, or the job search, model. This research takes years to develop and is typically not specific to a particular policy issue. The labor supply elasticity could therefore be applied to tax policy or to many other issues. In fact, the Congressional Budget Office has used econometric estimates of labor supply elasticities to forecast the effects of tax policy. Of course, researchers need to use the correct models and have the relevant parameters as well.
Another aspect of this type of work which I appreciate much more in my current role than I did previously is that it helps with economic forecasting. A critical part of developing a budget and doing economic planning is having a forecast. The Council of Economic Advisers, together with OMB and Treasury, form the Troika that develops the forecasts underlying the budget. Their forecast plays a very important role in economic policymaking.
The second type of research is specific to a particular policy. An example is research on how to best structure tiers for extended unemployment insurance benefits to target geographic areas. Another example involves studying how the incentives of training providers affect their behavior and participant outcomes. This form of study requires researchers to delve into considerable detail; so much so, in fact, that they often may miss broader trends and policy implications. Such work is not necessarily well-received in academic circles, yet it is critical for designing and implementing effective economic policies.
There are many research questions in both of the aforementioned categories that are particularly important to address in the current economic environment. Let me take advantage of this distinguished audience to raise seven questions on which I believe research could be especially valuable for policymakers.
The first question has to do with labor force participation. The labor force participation rate peaked in 2000 and has declined since then (see Figure 1 ). This is a critical input for Troika forecasts, especially when considering the effect of labor force participation on the Social Security program in the near future. If researchers and policymakers understand why labor force participation peaked, they can have a better chance of modeling future outcomes.
A second research topic is the labor share of income, shown in Figure 2 . This is a very old topic, one which received considerable attention from Nicholas Kaldor and Bob Solow in the 1950s. 1 Labor economists are generally no longer interested in this question because they can actually look at microdata and can examine incomes of different categories of people. They can look at well-educated or poorly educated people, or people at various quantiles of the income distribution. For budgetary purposes, however, knowing the share of national income, both wages and salaries and benefits, is extremely important, because labor is taxed at a different rate than capital. Having a sense of whether labor share will continue to decline or whether it will regress back toward its mean is crucial for projecting out the government budget years from now.
The third question is whether researchers can do a better job of predicting the unemployment rate from unemployment insurance claims. As I mentioned, the four-week moving average of initial claims is a better predictor than the insured unemployment rate, which Dan Hamermesh used during his tenure as director of research in the 1970s. One particularly striking fact is that over the last 40 years, the information that the unemployment insurance system is generating, although extremely valuable, has not changed very much. Given advances in data processing and computer technology, we would expect to be able to learn more about the industries that experience a high level of layoffs, the demographics of the workers, the 1 See Kaldor (1955-56) and Solow (1958) . Source: BLS education level of the workers, etc. Given how valuable the unemployment insurance claims are for predicting the current state of the economy-it is our best high-frequency indicator-it is certainly worth asking the question, "Can we extract more information from UI claims?" (In this regard, I am pleased that DOL recently has launched an initiative to report initial claims by industry and demographic group.) Fourth, which strategies help to improve the transition from school to work? A long-standing problem in the U.S. jobs market is that the transition from school to work is very messy and seems to be extremely inefficient. Can we help to direct school leavers more quickly and effectively to job matches?
Fifth, which methods of targeting regulatory enforcement work best? This is an issue not only at the DOL, but also in financial regulation. In fact, in some respects it is an even bigger challenge in the financial regulations because there are billions of transactions every day. This creates an enormous amount of data to sift through. Nonetheless, we should be able to use modern methods from computer science and statistics to more effectively apply our limited regulatory dollars to accomplish our goals.
Number six, what is the best way to structure incentives for job-training providers? This applies not only to DOL programs, but also to the federal government's expanding role in financing community college education. How should we structure funds for community colleges? How do we make sure that we do not have unintended consequences, such as skimming of the best workers who would do well even in absence of the training?
Finally, number seven. I couldn't resist including something on Okun's law, which we usually learn when we take introductory macroeconomics and then don't think about much later on. It turns out that forecasting at CEA has relied on Okun's law as a guide for years. Okun's law doesn't hold every (Figure 3) . When is it that we get deviations from Okun's law, from the relationship between GDP growth and unemployment? That is a very old topic in economics yet one which I think will benefit from renewed attention.
I don't mean to imply that these seven questions are the most important questions for research in economic policy, but I do think that these are questions on which further research would yield a high marginal benefit for society And I can think of no better audience, nor a more appropriate occasion than this one, to highlight these issues and to challenge the audience to conduct further research.
